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MADAGASCAR KEY ECONOMIC INDICATORS 


All Values in US$ Million Avg Exchange Rate: 
and represent period averages 1975: $1.00 = 213 FMCG 
unless otherwise indicated 1976: $1.00 = 241 FMCG 


1977: $1.00 = 247 FMG 
% Change Estimate 


1975 1976 1975-76* 1977 
INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 1,807.5 1,742.3 +8.9 1,808.1 
GDP at Constant (1970) Prices 1,255.4 1,095.0 -1.3 1,038.1 
Per Capita GDP at Current Prices (in US$) 220.4 208.2 +6.9 212.9 
Plant & Equipment Investment 64.8 53.1 -7.3 60.7 
Indices: Indus. Production (1970 = 100) 114.8 105.4 -8.2 115.0 
Avg Labor Productivity (1974 = 100) 103.7 96.1 -7.3 103.0 
Avg Industrial Wage (1974 = 100) 105.0 105.0 - 110.0 
Labor Force 3,076,075 3,085,320 +0.3 3,094,000 
Avg Unemployment (Number registered) 13,700 14,131 +3.2 16,000 
Prod.: Rice (1000 Metric tons) (Paddy) 1,840 1,814 -1.4 1,700 
Coffee (Metric tons) 91,040 93,000 +2.8 87,000 
Cotton (Metric tons) 34,000 35,000 +2.9 36,000 
Cloves (Metric tons) 8,100 5,000 -38.3 11,000 
Sisal (Metric tons) 30,840 32,000 +3.8 34,000 
Vanilla (Metric tons) 1,700 1,625 -4.4 1,200 
Sugar (Metric tons) 114,513 107,346 -6.2 115,000 
Graphite (Metric tons) 17,774 17,402 -2.1 17,500 
Chromite (Metric tons) 194,127 221,172 +11.4 225,000 
Cement (Metric tons) 58,021 69,904 +20.5 70,000 
Textiles (1000 meters) 77,685 78,129 +0.6 80,000 
Paper, finished (Metric tons) 6,773 7,399 +9.2 8,000 
Refined petroleum products (cu.meters) 829,842 614,696 -25.9 700,000 
Electricity Prod. (1000 Kwh) 240,074 249 ,153 +3.7 260,000 
MONEY AND PRICES 
Money Supply (M>) 368.8(July)345.3(July)  +5.9 380 .6(July) 
Interest rates: Commercial Bank Med. Term 10% 10% - 10Z 
Cost of Living Indices: 
Traditional (July 1972 = 100) 143.7(Dec) 152.4(Dec) +6.1 161.5(Dec) 
Modern (July 1972 = 100) 137.0(Dec) 149.4(Dec) +9.1 165.0(Dec) 
BALANCE OF PAYMENTS AND TRADE 
Foreign Exchange Reserves 42.6(Dec) 43.6(Dec) +11.6 32.4(Dec) 
External Public Debt i373 -* 158.0 * 30.1 189.9 * 
Annual Debt Service 14.2 13.5 +7.9 16.9 
Basic Balance of Payments as defined 
by Madagascar Government -28.1 +3.9 - -18.0 
Exports, FOB 295.9 278.0 +10.6 372.5 
US Share 46.1 59.0 +27.9 55.0 
Imports, CIF 364.6 282.2 -12.5 413.4 
US Share 6.9 5.8 -16.0 6.0 


Main Exports to U.S. (1976)-(Value in million US$): Coffee, 37.0; Vanilla, cloves & other 
spices, 13.5; Sugar, 3.7; Essential oils, 2.3; Graphite, 1.0. 

Main Imports from U.S. (1976)-(Value in million US$): Animal oils & fats, 1.4; Aircraft & 
parts, 0.8; Agricultural mach., & parts, 0.4; Electrical power mach., switchgear, tele- 
communications apparatus, other electrical mach., & parts, 0.3; Power generating mach. & 
parts, 0.1; Other machinery & parts, 1.1. 


* Percent changes are based on Malagasy franc (FMG) values and not on dollar equivalents. 





SUMMARY 


The Madagascar economy has shown little or no growth for several 
years. The Government is attempting, with the assistance of 
international development and lending agencies, to spur economic 
development, but the emphasis placed on the public sector by its 
policy of socialism, and the widespread nationalizations recent- 
ly effected in industry and agriculture, have discouraged 
private investors. While Madagascar's foreign exchange position 
has improved recently, due to high world prices for its export 
commodities, much of this foreign exchange will have to be used 
to import rice due to cyclone damage to domestic crops in early 
1977. The final result of these and other factors is expected 


to be an aggregate economic performance in 1977 largely unchanged 
from that in 1976. 


A new government and constitution adopted by referendum in late 
1975, and subsequent structural changes in the government appear 
to have calmed the political situation appreciably over the last 
two years. Thus, political and economic stability are expected 
over the next twelve months. 


In 1976 the value of Madagascar's exports to the United States 
was ten times as great as that of US exports to Madagascar. This 
trade imbalance is due primarily to Madagascar's traditional 
commercial ties with France, the difficulties US exporters en- 
counter with the French language, and poor shipping services to 
Madagascar from the United States. 


Because of the government's investment policies, only US firms 
with specialized technology or marketing expertise will be likely 
to find a favorable investment climate in Madagascar. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Madagascar's potential for development consists primarily of its 
abundant underpopulated land and its varied geographic features 
and climatic conditions. The world's fourth largest island 

- its 230,000 square miles contain only 8,400,000 inhabitants, 
for a population density slightly greater than that of Brazil - 
it would seem to have excellent possibilities in the field.of 
extensive and diversified agriculture. A natural obstacle to 
development has been, however, the rugged terrain which makes 








transportation so difficult and expensive that several po- 
tentially productive areas of the island are effectively 
isolated from their natural markets. 


As indicated by the table of key economic indicators, the 
growth of Madagascar's economy since 1970, has barely kept 
pace with the population growth (2.6% annually). Earlier, 
this poor economic performance was caused, in part, by 
uncertainty resulting from various political difficulties, 
including several changes of government between 1972 and 
1975. Understandably, the-severe escalation of oil prices 
during that same period also seriously damaged the economy. 
The present government, led by President Didier Ratsiraka, 
came to power in June 1975 and since that time, a measure of 
political calm has returned to the island. However, the new 
government has embarked on a policy of socialism and nation- 
alization of industries and agriculture which has discouraged 
private investment, both foreign and domestic. This lack of 
private investor confidence is primarily responsible for the 
poor economic performance during 1976. The modest estimate 
for economic growth in 1977 is due not only to continued lack 
of investor confidence, but also to extensive crop damage by 
cyclones in early 1977. 


The nationalization of key industries begun in 1975, has 
continued through 1976. In several cases, notably. insurance, 
banking, and oil refining and distribution, industries have 
been nationalized completely, while in other cases, the 
government has taken majority, but not complete control of 
former private companies. Just as the percentage of nation- 
alization has varied, so have the tactics. In some cases, 

the private investors, mostly foreign, have been given no 
choice in the matter and, as yet, have received little or no 
compensation. In other cases, the government and private 
investors have reached mutually agreed, negotiated settlements, 
including provisions for compensation. Several large businesses 
remain in private hands, but the threat of impending nation- 
alization has discouraged further investment by many of these 
firms. 


All future foreign investors in Madagascar will be required 

to be minority shareholders while their Madagascar partners 
(usually the government) will hold a majority of the equity, 
with the exact percentage negotiated at the time of investment. 
Under the Charter of Socialist Enterprises announced in early 
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1977, each nationalized or otherwise government controlled 
company will have a Director chosen by the Prime Minister 
and will be required to include employee representatives on 
its Management Committee. 


Due, partially, to effective import restrictions, Madagascar's 
foreign exchange reserves have remained at approximately 

$40 million (about 6 weeks imports) in recent years, but 
anticipated increased imports of rice, as well as materials 
and capital equipment for development projects, are expected 
to diminish these reserves to about $32 million by the end 

of 1977. Fortunately, current high prices for Madagascar's 
principal exports, especially ta cloves, and vanilla, 
will help offset the increased imports of rice and supplies 
for development. 


Madagascar continues to enjoy a debt service ratio below 

5%, and one result of slow economic growth has been a moderate 
rate of inflation, estimated at about 6%. Additionally, the 
exchange rate against foreign currencies has been relatively 
stable, varying between 249 and 246 FMG to the dollar from 
August 1976 to May 1977.. 


The government budget for 1977 increased approximately $60 
million over 1976 to a total of approximately $400 million. 
The increased expenditures are concentrated primarily in 
economic development and in expansion of government services 
in the countryside. It appears that the government will 
resort to $80 million in deficit financing in 1977. While, 
initially, it appeared that this increased spending and 
borrowing might lead to inflation, existing under-utilized 
productive capacity, as well as the government's plans to 
increase imports of capital equipment and other goods for 
development projects, will probably absorb most of the 
increased demand. The 1977 budget implies a government 
decision to attempt to accelerate the economy by fiscal 
means, but these hopes may be dashed by the severe crop 
losses due to cyclones in early 1977. In the case of rice, 
the staple of the Malagasy diet, it is estimated that at 
least 120,000 tons, or 10% of normal production, will have 
to be imported in 1977. 








IMPLICATIONS FOR THE UNITED STATES 


Trade 


Our economic and commercial relations with Madagascar are 
likely to remain largely unchanged in 1977. On the trade 
side, the balance will probably continue to be lopsided in 
favor of Madagascar. The United States will, no doubt, 
continue to purchase Madagascar's coffee, cloves, vanilla 
and graphite, and as long as prices for coffee, cloves and 
vanilla remain high, the trade balance will be even more 
skewed in Madagascar's favor. U.S. sales to Madagascar will 
likely be confined largely to specialized equipment and 
machinery not available elsewhere, at least at the same 
quality. 


The Government directly controls all imports through the 
issuance of import licenses. While imports of most consumer 
goods are severely restricted, importers report that licenses 
are generally granted for necessary equipment and supplies, 
especially goods earmarked for development projects. 


American export possibilities to Madagascar are hindered by 
three primary factors: 


(1) Traditional economic and commercial ties with Europe, 
especially France, in spite of the nationalization 
of several French and European owned firms. 


(2) Inability of most US firms to do business with 
potential Madagascar importers in the French 
language. 


(3) The great distance from the United States, aggravated 
by the lack of direct shipping services from the 
United States. All US exports to Madagascar must be 
transhipped at least once, usually in South Africa, 
and often a second time in Madagascar itself. 


The great advantage held by French and other European firms able 
to promote their products in the French language cannot be over- 
stated. An increased effort by US exporters to use the French 
language in their dealings with Madagascar would mitigate the 
handicaps of tradition, distance, and shipping. 


Major Development Projects 


The first major foreign private investment in Madagascar since 
1972, was announced in May 1977 when the IBRD's International 
Finance Corporation (IFC) led a consortium of foreign govern- 
ment and private investors in the $38 million expansion of a 
textile mill in Majunga. The IFC is attempting to revive 
investor confidence in Madagascar, and is reportedly also 
seriously considering a similar combined investment for the 
provision of a ferro-chrome plant to process Madagascar's 
chromite deposits. Several US and other Western firms are 
interested in the ferro-chrome plant as a joint-venture, and 
the IFC's possible participation should make this project even 
more attractive to potential investors. 


Power for the ferro-chrome plant will be supplied by a $105 
million dam to be financed by several international lending 
agencies, again led by the IBRD. The Canadian government has 
loaned $13 million for overall project design and supervision, 
as well as for the transmission lines themselves, and therefore 
Canadian firms will provide these goods and services. However, 
as the IBRD is expected to loan $33 million for the rest of the 
project, contractors for construction of the dam and suppliers 
of the turbine generators will presumably be chosen by inter- 
national tender, probably in 1978 or 1979. 


The IBRD is involved in several other existing and planned 
development projects throughout the country. Interested 

US consulting and construction firms, and suppliers of capital 
goods, may obtain up-to-date information from the US Department 
of Commerce which receives regular reports on these projects 
from the US Embassy in Madagascar. 


US Private Investment 


In June 1976, the only sizeable US private investments in 
Madagascar were nationalized when the petroleum refining and 
distribution industry, including the facilities of two US 

oil companies, was taken over by the government. The history 
of nationalizations, the provisions of the Charter of Socialist 
Enterprises, and the requirement for at least 51% local owner- 
ship, will not make investment in Madagascar attractive to most 
US firms. However, good investment possibilities may none-the- 
less exist for US firms able to offer technical, commercial, or 
marketing expertise not otherwise available to Madagascar. 


Available by subscription from the Superintendent of Documents, GPO 
5 , Washi Cc. ipti i i 
oo aces coe ashington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 


from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





LOOKING FOR A GOOD 


market 


research 


tool 


INDEX TO FOREIGN MARKET REPORTS 
can be such a tool. Published by the U.S. 
Department of Commerce, it lists a wide 
variety of documents containing a wealth of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, commodity, commerical, and 
economic conditions in more than 100 
countries. 

Included is all in-depth market research 
performed by Commerce’s Bureau of Inter- 
national Commerce (BIC) required for the 
target industry program or in support of the 
Department's participation in international 
promotional events. 

About 100 reports sent to Washington by 


U.S. Foreign Service Officers are received 
and indexed each month. 


Annual subscription for 12 issues of the 
FMR Index is $10. Subscribers to the Index 
will be charged between -$2 and $10 for 
documents depending on their length. 


For additional information 
or to subscribe, write 


National Technical Information Service 
Box 1553, Springfield, Virginia 22161 


BIC’s Export Information Division 
Room 1063, U.S. Department of 
Commerce, Washington, D.C. 20230. 
Telephone 202-377-2504. 





